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August 17« IMS 


Arthur 8* Kits 
kxecotive Director 

mrs Association of Wholesale Marketers 
And Distributor* 

311. X*st 4Jrf Stteaty Suit* 1X01 

VW York, MY 10010-4707 
Osar Mr. Katz! 

Hr. jctMloy asked that X respond to your inquiry of 
August 19,1995 concerning th* application of tha 
prapsid salts tax on cigarette* to aortain aotivitis* 
of tha nanhars of your association. ' 

Your questions concern the procedures for tha 
application of tha prepaid sales tax on cigarettes to 
(1) cigarettes sold two pacta for tha price of ons, (2) 
cigarettes sold in packs of 29, and (3) returns. 


Whan a parson sells cigarettes two pecks for the price 
of cue there oust he sufficient stamp# purchased and 
affixed to cover each, pack being sola* Shu*, each 20 
pack of cigarettes will have 90*14 prepaid sales tax 
paid and passed through down to the retail vendor. 
Assuming the wholesaler Is selling the two pack to the 
retailer at tha east of a single peek, the procedures 
would be aa follows t The wholesaler would issue an 
invoice to the customer shoving a sale of x number of 
packs of cigarettes and confirm that it ia passing 
through 90.14 prepaid sales tax in each pack of 
cigarettes (tha total amount of prepaid sales tax for 
all the peeks could also he totaled on tha Invoice). 
The amount of the invoice would be for whatever price 
the seller is charging for the two pack (presumably 
something near tha cost tor an individual pack or one 
half the cost of the total number of packs it is 
selling) plus the prepaid sales tax haasd on the total 
number of packs transferred. For instance* if the 
regular price for a carton of cigarettes ware $20.00* 
the wholesaler would sell two cartons to a retailer 
for $22.90 ($20.00 for tha cigarettes and $2.90 in 
prepaid salas tax, which represents $0*14 a pack for 
twenty packs). The retailer now sells the two packs 
for the price of one pack and ooneots retail sales tax 
based on the sales price (which is the pries for e 
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tingle pack). She retailer la permitted a credit for 
praj^id itlu tax passed through to it 111 tha (mount Of 
$0.11 (two packs at $.014 prepaid tax a pack)on tha 
•ala of the two for axiom* 

i 

gltriyafcteaa told ir, p acks Of 25 


91m prepaid <*<&lae tax la imposed at tha rata OS $0,175 
par pack of twenty-five cigarettes. This amount Of 
prepayment la imposed notwlthstsading that tha prica 
(without regard to the prepaid tax) at which a twanty- 
f Iv* Nok of eiwarettM !■ mu might not ha oirrarant 
fs 0 » the pride at which a twenty pack la sold, tfcua, 

XOOardltn of the «h»lMaln price or tha ultlmta 

retail price, the prepayment required to paid and 
passed through on ■ 35 peek of cigarettes la $0,175 
(91.7B par carton}. When the retailer Mila the 
twenty-five peek, it atwr^w the customer retail Bales 
tax baaed upon whatever tha retailer'a normal retail 
•ala* price la (which ie determined without regard to 
the amount of the prepayment). Khan tha retailer takes 
credit on its sales tax return for the amount of its 
prepayments it will be entitled to $0,179 credit per 
twenty-five count pack (aa opposed to tha $0.14 per 
pack it had ceased through to it on twenty count 
peeks). while the prepaid tax it required to he paid 
at the time the cigarette tax stamps are purchased and 
passed through to the purchaser on sales from agents to 
wholesalers to retail vendors, it should not be 
included in the retail sailing price. Xt Is partly a 
prepaid withholding of some portion of the tax 
ultimately due on tbs retail sale of the cdLgarettap 
and ie to be taken as a credit by the retail vendor 
against its sales tax liability on its return. The 
prepaid sales tax does not effect nor become e pert Of 
the price at which the retail vendor will sell the 
cigarettes to a consumer, noat does it offset tha amount 
of retail sales tax the vendor must collect from the 
co n sumer based upon tne retail vendor's selling price 
for the cigarettes. Likewise it will not effect the 
dollar amount of taxable sales a vender will report on 
Its sales tax return nor the amount of tax due in 
respect of such sales, it will,however,likely effect 
the amount of tax a retail vendor will pay with Its 
return sines, after taking the credit for the amount or 
prepaid tax it had passed through to it, the vendor 
will likely have leas net tax to remit. 


natmwix «»# fligflgatefamm 

Xt ie our understanding that vhwa cigarettes here Cor 
same reason be co m e unfit, for use, Industry practice is 
to take back suem cigarettes from the vendor and to 
replace them with s ilka amount of presumably fit 
cigarettes, we understand that suoh transactions era 
an even wash situation ,x cartons replacing x cartons. 
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Mo new Invoice in made, no additional monies or eoit> 
are incurred, and no refunds or rebates are given. In 
■ucm instance the retail vendor still ha* the original 
invoice end certification stating the anount of prepaid 
tax that was passed through on the original purchase of 
cigarettes which cigarettes have now been evenly 
replaced, The retail vendor is entitled to dale its 
credit- The retailer hea not been leaved a new or 
duplicate invoice and certification for the 
replacement cigarettes so there is not the possibility 
of the retailer claiming double credit. 

The agent files fora 03-1X4, claim tor 
ftodeaptlAn/Aafuscf of Cigarette far stamps end Prepaid 
sales far, to recoup the cigarette tax and the prepaid 
sales tax on the unfit cigarettes. 

bn exchange transection should receive similar 
treatment except that there would be no olaist for 
refund by the agent unless and until the exchanged 
cigarettes became unfit and unsaleable. 

In « return situation where something other then 
cigarettes are exchanged or in a cancelled sale end 
return ox merchandise, tor the immediate period after 
9/1/95 for cigarettes that were in the possession of a 
retailer, the agent must determine whether prepaid 
■alas tax la included in the returned cigarettes and be 
sure not tv olein a refund of the prepaid tax it one is 
not due. (This eight occur since cigarettes in the 
possession of e retailer on »/i/»5 are not subject to 
the floor tax.) 

We expect that you will share the above information 
with your member* and ask that if they have questions 
they be directed to the Department 1 a business fax 
information center et 1 too *72-1595. 

if you have any question* regarding the information 
provided or Oh other matters, Z can be reached at 518- 
♦57-0546. 


Very truly yours 



James J, Norris, Jr 
Tax Regulation* Specialist IX 
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